
Urmm STATES GENERAL Accoum~~~ OFFICE 
WASHINGTON. D.C 20548 

clvlL DlVlSi0~ 

DEC 17 869 - 

Dear Mr, Gu Hedge : h 

We have nade e survey of the sdministretion of Cost certification 
procedures rekti-g to the fnsurance of mortgage bans for multifamily 
housing projects by the San Francisco Insuring Office (STXO) ot the Federal 
sousing tisinistrtition (FHA), Dmartwnt of Housing arid Urban ikvelopnent. 
Our survey -AS zza5e prsxant to the Budget and Accounting Act, 1921 131 U.S.C. 
531, and the Zccaunting and Auditing Act of 19.50 (31 U.S.C. 67jo and covered 
selected aultifczily houstng projecte that were given final endoreexent 
for aortgege foan insurance by SF10 between Februaq 2, 1968, and July 3, 
1969. 

Cost certlffcation procedures were established hy FHA pursuant to the 
repuLaenznts of section 227 of the National Housing Act, as amended 
Cl2 ii.S.C. 1715rI. Section 227 of the act and FIiA’s applicable adminis- 
trative regulations require that, upon COzkpletiOn of a multifamily housing 
pmject, the rmrtgagor must submit and certLfy to FHA 8 stateaent of the 
actual cost incurtd in dev2ioping the project, inc’ludhg the cost of lsnd, 
consttuctio?, ercbitect's fees, and other relcted iteas. Sect ion 227 further 
requires that any excal;s of insured mortgage loen proceeds over L specified 
percentage of cer:ified costs must be applied to a reduction of the prin- 
cipal of the fnsurez mortgage loan. 

When the rektionship between 8 mortgagor corporation end 8 builder 
is uuch that arm's-iength d2alfngs between the parties cannot be expected, 
FHA regulations require that the builder sukmit to the rxxtgagor, for 
inclusion with fts statement of actual costs to FL%, a certification of the 
actual cost $ncurred by the builder in the construction of the project. 
FHA reguletiow also require that the cost8 certified by mortgagors and 
builders be paid in cash within 45 daya of final endorsement of the project 
for mrtg8ge loan insurance. 

IO test the effectiveness of SFIO’s adninistration of FHA’s cobt 
certification procedures, we examined the cost certifications made by aart- 
gagors a-d, where 8 p;ropriate, builders of the six projects listed below 
and, to the extent we deemed necesfury , reviel?ed the records ?f the mort- 
gagors and builaers related to the costs incurred to ccqlete the projects. 



. 
- . -- _- 

-. . fkction of 8Ct . 

Prcp!ct -Prc+f under which mortgage Date of final 
nuaaber mm Joan is insured endorsement 

(121 0) 
OOlQO J8ckscn Tower 8 207 2-29-68 
32014 Cathedral HP11 East 220 2- 2-68 
55’317Np Crescent fark 221(d)f3)BYSR 3. 6-69 
55019LD Concord Green . 221fd X3 )B?iLR lD.0 14-68 
fS025LD Marina ViSt8 Phase x 221~d)(3~BJlR 4-23-68 
SS04SLD &ltiIl& ViSta Phase 11 221(d)i31XfLR 11-24-69 

. 
Some of the item6 of co6t to which mortgagors and/or builders 

certified in connxtion with the above projects appeared to be questionable 
for inclusion in the certifications to FHI. ‘V’nile tt appeared thst the 
disallo.?~nce of the cost items involved ~uld net have resulted in a 
significant reductio? of the mount of the mortgage lams endorsed for insur- 
ante, the items were discussed with officisls of SF10 who indicated that 
they would mnsider our findings and take any action thet may be required 
in that regsrd. 

1 1 

Uith respect to the P?% requirement that costs certifierl by mortgagor6 
8nd builders be paid in cash within 45 days of final endorsement, we 
noted that follol?-up action was not bein g taken by SF10 to obtain supple- 
manta1 certifications from mortgagor6 and bu;lders in those case6 where 
costs certified at closing incfuded tnpaid ittas. FHA procedures require 
insuring office6 to obtain such supplemental cortfficntions. 

After we brought this matter to the attention of SF10 officials, we 
were infomed that 8 folloti-up procedure had been initiated, and we were 
866ured by these officials that it was being fully inpleaented. 

ft appears Lo us that 8 follow-up on unpaid itezls of cost is nec- 
essary to assure PH.4 that mortgage insurance proceeds (1) do not exceed the 
applicable legislative percentage of cost limitation and (2) 8re used only 
to liquidate the casts incurred to build the project. We therefore beXLeve 
it would be in FHA's interest to circulate the results of our review cf this 
matter at SEX0 to all insurin g OffiCeS as 8 means of emphasizing to them the 
need for adherence to the prescribed procedure for obteining supFlemcnt81 
certifications. 

BEST DOCUFVIEN~ AVAILABLE 



We arpprecfate-the cooperatfon extended to our repreeentatives 
durhg the Butwey. PIeme advi8e us of any actfone taken OK contemplated 
on the matter8 di8cusasd herefn. 

A copy of tbia repori I6 befng furnitsbed to tie Secretary of Houarhg 
and Urban Devabpclent. 

f 

Stanley S. Sar@ . 

n. H8x Hftechhorn 
Assocista Diractot 

Sha Eonoreble Eugene A. GulPedge 
Aesistant Secretary-Comiaiasioner 
Federal Howing &bfn%stratfon 
Departsrent of Housing and Urban 

BEST DUCUME:fT AVAllABLE 




